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stimulate industrial development. 


A program through which communities can 


Industrial Foundations 


N “industrial foundation” is a community 
finance agency, usually but not always, a 
non-profit corporation created for the pur- 
pose of attracting new industries to the com- 
munity or assisting established local indus- 
tries by financing, in whole or in part, their 


| requirements for factory floor space. This 
| financing is usually done through the medium 
| of a loan secured by a first mortgage on land 


and buildings. Loans bear a nominal rate of 


j interest and are repaid in monthly install- 


ments, like rent. Such installments are fre- 
quently graduated according to the ability of 
the industry to pay. 

It might be described as the building and 
loan association idea applied to the factory 
financing field; but, of course, the analogy is 
not complete. 

A natural question is this: “Isn’t this a 
bank function?” The answer is, “No, it is 
not.” Industrial foundations are organized to 
take risks which no bank, with a due regard 
for its depositors’ funds, is prepared to take. 
Loans are usually for a longer period than 
banks are privileged to make them, or care to 
make them. They are usually for a higher 
percentage of the value of the property than 
banks consider a good risk. In dealing with 
a young business, payments the first year may 
cover little more than the interest charge, so 
as to enable the business to stretch its slender 
working capital to the utmost; something the 
average bank would not agree to do. More- 
over, banks hesitate to make such loans be- 
cause if the business should fail, vacant fac- 
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tory property soon becomes a headache. The 
bank is not organized to make it productive 
again. 

There are 96 industrial foundations in the 
United States, according to a recent survey. 
Four of them are in cities under 1,000 popu- 
lation; 16 in cities of from 1,000 to 5,000 
population; 11 in cities of from 5,000 to 
10,000; and 15 in cities of from 10,000 to 
25,000. In other words, 46 are in cities under 
25,000, and 50 in larger centers—about an 


even split. 


Types of Financing Plans 


Community factory financing plans may 
roughly be divided into three distinct groups, 
viz: 

(1) Non-profit corporations 

(2) Profit corporations 

(3) Credit guarantee funds 

Another grouping is this: 

(1) Corporations organized to finance fac- 
tory buildings, or true foundation 
funds 

(2) Corporations organized to sell stock 
and other securities. 

The pioneer credit fund is that of Easton, 
Pennsylvania. Under the Easton plan people 
do not subscribe to the stock of a foundation 
fund; they endorse notes, with a limited lia- 
bility for each endorser. The banks put up 
the money for the new building and the need- 
ed equipment. In the event of failure the 
banks look to the signers of the notes to re- 
imburse them for any loss. The hazards of 
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such a plan are clear, particularly in a period 
of depression. Yet it has been reasonably suc- 
cessful in Easton. 

The Baltimore, Maryland, Industrial Cor- 
poration is an outstanding example of the 
profit type of corporation which virtually 
functions as a bond and investment house in 
the sale of corporate securities. It has a high- 


ly trained staff and makes a charge for 


services in arranging financing. It also has a 
high-grade clientele which has come to rely 
on its recommendations. In other words, it 
does not rely on the turn of its own capital, 
but on a continuous flow of fresh funds from 
the public. 

Working capital loans, with a stock bonus, 
constitute a device employed by the profit 
corporation to provide a speculative incre- 
ment. 

Methods of organization and operation dif- 
fer widely. Failures, too, have been many. In 
certain instances, foundations, organized with 
great expectations and community enthusiasm, 
have proven dismal flops. They either made 
bad loans, or failed to make a loan. Omaha 
recently gave up its industrial fund because 
it felt that local banks were doing an adequate 
job. 

The obvious conclusions, of course, are (1) 
conditions differ so greatly in various com- 
munities that there is no single solution of 
the problem or formula, (2) no foundation 
will function properly unless it can develop 
sound industrial prospects. As Alexander 
Pope said: 

“For forms of government let fools contest, 

Whate’er is best administered is best.” 


The Greater Muskegon Industrial 
Foundation 

Now for a brief description of how a foun- 
dation is organized, and how it operates, as 
illustrated by Muskegon’s experience. 

We studied plans in vogue in other Amer- 
ican cities and found nothing that fully met 
our requirements. So we proceeded to develop 
our own program. Experience had taught us 
that major metropolitan centers, like Chicago, 
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for instance, were constantly developing new 
industries headed by young men who had 
acquired their training and experience in an 
old and established plant, but wanted to go 
into business for themselves. Lacking ade- 
quate capital they often occupied unsatisfac- 
tory rental quarters, possibly in loft buildings 
where their costs were excessive, where they 
were required to make any leasehold im- 
provements—thereby further impairing their 
slender working capital—and where it was 
difficult to secure skilled craftsmen because of 
unsatisfactory working conditions. 

Our thought was that we should persi:ade 
these young men to come to Muskegon, fi- 
nance a building to meet their specifications, 
and aid them by putting them in contact with 
users of their product, strengihening their 
board of directors, etc. We anticipated that 
in time we would produce a crop of lusty 
young industries that would materially in- 
crease employment in the community. 

The Greater Muskegon Industrial Founda- 
tion was conceived and developed along this 
plan. That it has justified the judgment of 
its founders is evidenced by the following 
facts: 

The original Foundation was organized in 
1925, and liquidated in 1945, to be replaced 
by a successor corporation. During these 
twenty years it made twenty-two loans to 
as many industries, and was a potent influ- 
ence in bringing in other plants that did not 
require financial assistance. These industries 
had an aggregate payroll in 1944, the year 
prior to liquidation, of over $46,000,000. 

Greater Muskegon’s population increased 
during this same period from 52,000 to 
105,000. Factory employment increased from 
12,000 to 30,000; and factory payrolls from 
$15,000,000 a year to $90,000,000, with a 
wartime peak of $112,000,000. Of course 
this growth is only partially attributable to 
the Foundation and its predecessor, the Park 
fund, but 70 per cent of the employment was 
in plants assisted by these two funds, or in 
plants that were offshoots of the original 


beneficiary. 
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The Foundation was organized with a cap- 
ital of $300,000 and $270,000 paid in. The 
original charter was limited to ten years. In 
1935 we renewed the charter for another ten 
years by general consent, the Foundation idea 
having proved itself. 


Operating the Foundation 

The original bonus fund was limited to 
helping new institutions coming into the com- 
munity from outside locations. The Founda- 
tion was organized to help deserving local 
institutions as well. The only requirement 
was that the enterprise must have what is 
known as a primary payroll. In other words, 
it must be a fabricator selling its goods or 
services to outside residents, i.e., in the na- 
tional market and not in the purely local 
market. A local bakery, for instance, would 
not be eligible since its payroll would be a 
so-called secondary payroll, or a payroll orig- 
inating from the sale of products and services 
to the people resident in the community. 

Some foundations make working capital 
loans, secured by a chattel against machinery 
and equipment, or accounts receivable, or a 
lien on raw materials and goods in process. In 
our opinion this is either a banking or a fac- 
toring function and we refuse to do it. In the 
first place, we do not feel we should compete 
with our commercial banks in their normal 
field. In the second place, we feel this is a 
hazard which the Foundation should not take. 
Some even buy stock in new concerns, which, 
of course, makes an investors’ syndicate out 
of the foundation and makes it a strictly 
speculative venture. Several have failed be- 
cause they did not hew to the basic foundation 
principle, that of financing brick and mortar. 


A Record of Success 


I know that our record was exceptional. 
Few other foundations have had the good 
fortune that we have had. We had some very 
special conditions to meet and we met them. 

I have previously pointed out to you that 
foundations make loans that no bank can 
make or cares to make. May I call your at- 
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tention to the fact that we brought our orig- 
inal Foundation Fund through one of the most 
critical periods in American business _his- 
tory, the great depression of the thirties, in 
which Michigan lost about one-third of her 
banks. Yet the Muskegon Foundation came 
through unscathed and repaid the stock- 
holders, as I have told you, dollar for dollar 
on liquidation. The new Fund is in equally 
sound condition and has a small surplus. To 
be sure we had losses. We made mistakes, 
particularly during the first five years. But as 
time passed, we improved our techniques. 
The secret, of course, is management. There 


is no formula which will assure success. Every- 


thing depends on the capable judgment of the 
administrators in respect to each individual 
risk. 

An important feature of our plan is that 
the industrial department of our Chamber of 
Commerce is charged with the responsibility 
of developing the industrial prospect. No 
prospect receives consideration from the 
Foundation trustees until the Chamber of 
Commerce has recommended it and has indi- 
cated the character and nature of financial 
assistance that may be justified. In other 
words, the Chamber develops the prospect and 
works up the necessary data, and the trustees 
exercise the purely banking function of de- 
termining whether a loan is justified, the 
amount of same, and what the terms of re- 
payment shall be. The trustees usually follow 
the Chamber’s recommendation in these par- 
ticulars. 


Organizing a Foundation 


The next question is, “How do you proceed 
to organize a foundation?” 

Since it is not a profit corporation, funds 
are obviously subscribed by those who expect 
to benefit through the accession of new in- 
dustries. In our case, we decided in the first 
instance, how much money we wanted from 
the banks, from the utilities, the department 
stores, the newspaper, and other commercial 
and professional groups in the community. 
We gave consideration to two factors: 
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(1) The distribution of the workingman’s 
dollar, as indicated by figures obtained from 
the U. S. Labor Bureau, Harvard Business 
School, National Industrial Conference Board, 
etc. In Michigan today the state sales tax 
figures should be included as a source of data 
for the local community. 

(2) The second factor which we considered 
was that of benefits to be derived. These 
necessarily differ with various classes of busi- 
ness. We know, for instance, that the average 
worker spends from 35 to 40 per cent of his 
income for food. Does this imply that the food 
group of stores, grocers, meat markets, etc., 
should take 35 to 40 per cent of the founda- 
tion stock? Not at all. 

If a hundred new families are added to the 
community through the addition of a factory 
payroll, it is almost certain that one or more 
grocery stores will come in. In other words, 
the individual grocer does not benefit in the 
way that the banks benefit, for instance, or 
the local power company, gas company, tele- 
phone company, or the newspaper. Monopo- 
lies, or quasi-monopolies are the major bene- 
ficiaries. Their respective subscriptions should 
be graduated accordingly. In this way mutu- 
ality is preserved. 

The average merchant approached with a 
program of this character is naturally skep- 
tical. He is prone to go to his banker for ad- 
vice. Consequently our first step was to con- 
sult our local bankers. It took us about sixty 
days to sell this idea to the banks and to get 
them to accept their quota which was, rough- 
ly, 15 per cent of the total subscription. That 
sale made, we moved on toe the major depart- 
ment stores and the utilities. From there on it 
was like rolling a snowball. We employed the 
device of selling each trade group as, for 
instance, the printers, their quota as a group, 
letting them make the individual allotments 
as they saw fit. 


Administration of a Foundation 


Now as to administration. Our Foundation 
is governed by a board of seven trustees. We 
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usually have a banker or two on the board, 
and one or two men who serve as bank direc- 
tors, generally from the mercantile group. 
We do not have any industrial men although 
we do have factory executives on our indus- 
trial committee which makes the investiga- 
tions. Trustees serve for three-year terms and 
are ineligible to serve for one year thereafter. 
I do not know that this is a particularly good 
rule, but it pleases the stockholders, of whom 
we have approximately 150. We have a part- 
time manager. 

I have sketched the broad outlines of the 
foundation plan. May I emphasize once more 
that the experience of American cities has 
abundantly demonstrated that the mere exist- 
ence of a fund of this character is no guaran- 
tee that a community will grow industrially. 
More money has been wasted by communities 
in fostering enterprises that never had a 
chance to succeed and in backing men who 
lacked practical experience and “know-how” 
than in any other field I know. Finding and 
developing sound industrial prospects is a 
technician’s job, not a salesman’s. One should 
know something about product analysis and 
market research. One should know something 
about analyzing the prospect’s financial con- 
dition. That means more than getting a Dun 
and Bradstreet report. It means getting his 
statements for at least three or four years 
back and going through them with a fine- 
tooth comb. A thorough financial analysis of 
the business is most important. 

One should know something about factory 
methods, machinery and equipment, the mys- 
teries of the assembly line, and all the varied 
phases of factory operation. 

If it is a new enterprise, you should be able 
to calculate the working capital requirements 
and the probable break-even point. And, 
above all, you should make a careful analysis 
of the prospect himself, his character, habits 
and integrity, his business experience, his re- 
lations with labor, and other factors. You 
cannot know too much about the man with 
whom you are dealing. 
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COULD but will not abuse you with an 

array of statistics to prove something that 
you already know, something that even the 
most casual analyst and everyone but the 
most biased observer is bound to admit; 
namely, that the standards of production and 
the standards of living in the United States 
are higher than anywhere else in the world. 
We have just recently completed participation 
in a great World War, and while it is true 
that our physical properties were not exposed 
to the ravages of bombing and gunfire, our 
economy was subjected to unbelievable strains 
and stresses. Nevertheless, our standards re- 
main high and our progress continues, at 
least in the economic phases of the field of 
living. 

The interesting question is “Why?” Why 
were we able to take the economic beating in 
the terms of wasted assets and manpower 
necessitated by world conflict? Why were we 
able in a miraculously short time to reconvert 
from a wartime to a peacetime economy and 
to catch up with many of the deferred de- 
mands of our people in three short years? Do 
you know, and do people generally know how 
the industries of this country were able to 
accomplish the tremendous results which our 
economy has demanded in the past decade? 

It is to these questions that I would like 
to address myself for a few moments in order 
to point out what I think are the “whys” and 
“wherefores.” Then I would like to go farther 
and suggest what seems to be the inevitable 
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In the private enterprise system, profits are 
a measure of success and an incentive for investment. 


Apologizing for Profits 


By Merwin H. Waterman 


requirement for future progress in the same 
direction—the only direction that will satisfy 
us in terms of more and better goods and 
services. 


A Product of the Capitalistic System 

When you stop to compare the makings of 
our productive performance in this country 
with that of others, it is obvious that we are 
not uniquely favored by natural resources. 
Certainly we have plenty, but so do a number 
of other areas of the world. Neither are we 
possessed of a superabundance of manpower, 
although measured by training and literacy 
we are aboye the average in worker efficiency. 
As we look about us and attempt to spot the 
significant things in our system which ac- 
count for its effectiveness, two loom large— 
the quality of our human resources, and the 
availability of capital equipment. 

In the utility industry, and in manufactur- 
ing, farming, merchandising, transportation 
and other service industries, the ability to pro- 
duce and perform is dependent on organized 
resources in the form of capital; capital in- 
vested not only in balance sheet items but 
also in people. It is perfectly obvious that 
the maintenance and improvement of our 
standard of living depends on the maintenance 
and increase of this unique and essential ele- 
ment; we must have more organized resources 
and more of the skills and training that can 
be derived only from further capital accumu- 
lations. 
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Problem of Securing More Capital 

Our next question is, how to motivate this 
. process of resource organization which we 
know as capital accumulation. It is probable 
that a substantial portion of the new capital 
requirements of industry will be supplied un- 
der the motivation of security. We are all 
aware of the wave of demand for security 
that has characterized our people, particular- 
ly since the depression days of the thirties; 
a demand which has found expression in the 
purchase of insurance and the building up of 
pension funds, to mention but two. Life in- 
surance companies alone have been accumu- 
lating investable funds at the rate of 314 to 
4 billions of dollars per year; and the aggre- 
gate of private pension funds requiring in- 
vestment is immense and growing rapidly. 

The very nature of these funds, however, 
makes them available to finance the organiza- 
tion of productive resources only on a “se- 
curity” basis; they are bred of security and 
they seek security. Funds of this type, how- 
ever, cannot suffice to meet the total demands 
of a growing and dynamic economy. The so- 
called security investments represented by 
bonds must have backing in values and earn- 
ings in excess of the debt requirements, other- 
wise the “security” characteristic evaporates 
and this source of funds dries up. There must 
be a margin of equity capital (risk capital) 
to support the debt securities—to provide the 
values and earning assets that will comprise 
the backing for security. 

It’s as simple as this: no business, regard- 
less of its nature, is without inherent business 
risk. You try to create security for one group 
of capital contributors to business and you 
inevitably increase the residual risk resting 
with the owners. What we must have for our 
businesses is the risk-bearing ownership capi- 
tal, not just ten or fifteen cents worth, but 
literally billions of dollars to finance expan- 
sion programs. If we are to continue our 
economic advance predicated on ever-increas- 
ing amounts of organized resources, industry 
must attract the wherewithal; business can 
get some security capital, but it must either 


itself generate or attract from others the 
requisite amount of risk capital. 


Profits and Risk Capital 


As far as I know, there are but two sources 
of equity or ownership backing of the type 
which I have described as essential. One is 
government subsidy or guarantee which, while 
it might technically be short of government 
ownership, would nevertheless defeat its own 
purpose. When the government takes all the 
risk of business, who is taking it? No one or 
everyone, as you will; the risks: of business 
enterprise are inherent and inevitable in any 
progressive economy. Should everyone seek to 
shrug off those risks onto some government 
agency they are not eliminating the risks, they 
are merely asking you and me to assume them 
in government guise. There is no logic or con- 
sistency in any system which attempts to pro- 
vide security for one group of its population 
without at once providing the means and 
motivation for risk-takers in that economy. 

I am wrong, therefore, in suggesting that, 
as a matter of broad application, the govern- 
ment can be a source of ownership strength; 
there is really only one source; namely, pri- 
vate owners—people who are willing under 
adequate motivation to assume the risks of 
business even as they may be magnified by 
the inclusion of prior security liens. 

Obviously, the key to this situation lies in 
“adequate motivation.” Why do people take 
risks? How did the various areas of this coun- 
try get settled? Why did people strike out 
from the settled East over the various trails 
to the Northwest Territory, Indian Territory, 
and on to the West Coast to undertake the 
risks inherent in claiming these new lands? 
We don’t need to have Ph.D. degrees in psy- 
chology, sociology, or even economics to 
know that this whole country was settled and 
developed primarily because people had the 
urge to improve their economic position—to 
profit from the risks of life, limb, and worldly 
goods that were devoted to these moves. Pre- 
vious pronouncements to the contrary not- 
withstanding, one of the “freedoms” sought 
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by these people was the freedom to profit and 
to keep and use the profits they earned. 

Profit, the hope for profit, and the oppor- 
tunity for profit have together sparked the 
major economic developments in this country 
and provided the means of organizing our re- 
sources. Why should we be ashamed of it? 
Let’s have more of it, if it will motivate 
further advances in our standards of living. 
Let’s stop apologizing for it; profit is not a 
necessary evil in our system, it’s the essence 
of motivation for progress. 

Perhaps it would be well right here to 
emphasize that while we often refer to our 
economic system as a “profit system,” as a 
matter of fact it is a “profit and loss system.” 
The risks which we speak of as inevitabie ac- 
companiments of progress, the risks which 
must be undertaken if resources are to be 
committed to new enterprises and the expan- 
sion and development of old ones, are the 
risks of loss. In the field of business, as in 
the fields of physical science, progress de- 
pends on experimentation. In business, how- 
ever, we cannot experiment in a test tube, we 
must commit and expose capital resources to 
the rigors of the market place; if a profit 
results it is because the public is adequately 
served by a particular combination of re- 
sources; a loss results from this test when the 
public turns “thumbs-down” on the project 
because it fails to render adequate service. 
Obviously, experiments in progress will not 
be made in face of such risks unless the op- 
portunities for profit exist to compensate for 
the risks of loss. 


Importance of a Solution to the 
Risk Capital Problem 
Now I would like to outline what I think 
private business management can and must 
do to attract ownership equity to industry 
and to ward off the stagnating effects of gov- 
ernment guarantees or government ownership. 
It is not necessary here to dwell on the 
much publicized fact that our present federal 
tax environment makes difficult the participa- 
tion of large, wealthy investors in furnishing 
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substantial amounts of ownership capital. 
The investors’ profits after taxes on dividends 
cannot exist in amounts sufficient to justify 
the risks without imposing unnecessarily high 
rates on the consumers of utility services. 
A wealthy investor with surtax income of 
$100,000 per year would have to receive a 
yield in excess of 10 per cent in order to net 
as much as he could on relatively risk-free 
municipal bonds yielding 2.4 per cent. It is 
sufficient to point out that one of your jobs 
is to educate the citizens in your respective 
areas regarding the impact of Federal Govern- 
ment spending. For most people, the Federal 
Government’s ability to pay for this item and 
to subsidize that project seems so remote from 
the fact of taxes that they do not sense the 
effect which such levies must inevitably have 
on the availability of ownership capital so 
essential to our economy. Exercise your inge- 
nuity in devising ways and means of bringing 
home to your own customers and investors 
the fact that they are paying the bills. 


Profits a Legitimate Motivating Force 

The second project I would lay out for you 
is also in a sense an educational one which, in 
my opinion, requires much thought and effort 
on your part. In general I refer to the re- 
establishment of profit in the minds of citi- 
zens, customers and governmental commis- 
sions as a legitimate motivating force in the 
American economy. I have been reading 
annual reports of corporations lately and have 
found few businesses that are really proud of 
their profits and proud of the effects those 
profits can have in providing funds and at- 
tracting funds to further the development of 
enterprise. I would like to quote from one 
exception to this generalization, however, be- 
cause it tells such an effective story. In the 
1948 annual report of (E. I.) du Pont de 
Nemours & Co., Mr. Crawford H. Greenwalt, 
President, speaks as follows after noting his 


company’s substantial profits for the year: 


“The principal function of industrial enter- 
prises is the production of needed goods and 
services in ever-increasing abundance and 
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variety at ever-decreasing cost. This objective 
can be achieved only if managements can 
function with such efficiency in a competitive 
economy as to yield a profit adequate to those 
who have supplied the capital and sufficient 
to encourage further growth and development. 
Profit, therefore, is the incentive which en- 
genders thrift and, through thrift, the invest- 
ment of savings in the tools of production 
without which our entire economy would 
come to a halt. Adequate profits should be a 
cause for commendation—not censure.” 

I believe that if more people could under- 
stand the implications of Mr. Greenwalt’s 
clear and simple statement, there would be a 
growing appreciation of the profit function 
and profits would be viewed in their proper 
perspective, along with wages, salaries, and 
interest. It is true not only that the possessor 
of wealth must be motivated to risk his sav- 
ings in ownership but also that an incentive 
for new savings must exist if there is to be a 
continuous process of organizing productive 
resources. 


No Guarantee of Profits 


But don’t ever let me hear one of you say 
that you are entitled to profits; you are not 
so entitled. Your right extends only to the 
opportunity to earn profits; injection of any 
vestige of guarantee would kill your motiva- 
tion, represent a hoax on the public and on 
consumers, and, as I have said previously, 
bring all of the undesirable features of gov- 
ernment ownership. Yours is only the rightful 
opportunity to earn enough to attract equity 
capital to your industry; the minute you cease 
to operate an efficient unit in our economy, 
that minute you should be denied the power 
and the profits to attract further resources to 
your company. 


Selling Common Stocks to Small Investors 
Beyond the mere matter of education with 
respect to profits and efforts to create an en- 
vironment favorable to profits, I would sug- 
gest that one way to “sell” profits and simul- 


taneously to attract ownership capital would 
be to carry the common stocks of your com- 
panies to what is today the most favorable 
market. Where is that? It is among investors 
or potential investors not subject to high 
personal income taxes; in other words, small 
investors who have investable savings. I make 
this suggestion in full recognition of the scope 
of such a task, and I cite it as a procedure 
beyond the matter of education because it 
must be preceded and accompanied by a 
thorough educational process to explain the 
nature, risks and opportunities of ownership 
to this class of investors. Industry must not 
make the mistake of selling common stocks to 
small investors as instruments of guaranteed 
return; they must be sold for what they are; 
namely, participations in residual profits sub- 
ject to risk. 

I believe our country needs more and better 
products and services, and I believe that 
your companies, under private management 
can do the most efficient job of furnishing the 
automobiles, the food, the clothing, the hous- 
ing, and all the elements of good living which 
you produce and merchandise. If I did not 
think so, I would not be so concerned with 
your survival and would not consider it so 
essential that you bend your efforts to “selling” 
profits as the prime mover in capital creation 
and attraction. 

I would not be calling on you to concentrate 
a share of your efforts on proving to the pub- 
lic generally that an environment favorable 
to profits is in the best interests of consumers 
and labor as well as investors, if I did not 
believe that you could do much to combat 
the economic illiteracy which leads to false 
conclusions. 

I am not appealing for a return of the so- 
called “good old days” which, as a matter 
of fact, were not so good; I am simply saying 
that from the point at which we now stand 
we can go farther forward if more resources 
can be organized to do our bidding. It is to 
assist this progress, therefore, that I say “Let’s 
stop apologizing for profits.” 
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| The state of consumer finances and expectations 


in January and February 1949. 


Sustained Consumer 
Purchases Indicated 


T the beginning of this year, American 
consumers were in a strong financial 
position. The income of a substantial pro- 
portion of families kept pace with the ad- 
vance in the cost of living in 1948 and the 
liquid reserves in possession of private house- 
holds remained considerable. On the whole, 
consumers held optimistic views about their 
own income prospects as well as the country’s 
economic future. They anticipated purchas- 
ing substantial quantities of durable goods at 
prices that were expected to decline some- 
what during the year. These are some of the 
findings obtained in the fourth annual Survey 
of Consumer Finances, the results of which 
have just been published in the Federal Re- 
serve Bulletin.* The surveys are conducted 
by the Survey Research Center of the Uni- 
versity of Michigan for the Board of Gov- 
ernors of the Federal Reserve System. They 
are based on personal interviews made in 
January and February of each year; the 
findings reported in this article refer, there- 
fore, to the beginning of this year. 
At the present time when many business 
indices show a decline, a study of consumers’ 
financial position, attitudes and plans is of 


* Articles in the Federal Reserve Bulletin, June 1949, 
contained detailed tabulations that are summarized 
in this paper as well as information on survey 
methodology and on the reliability of the findings. 
Subsequent issues of the Federal Reserve Bulletin will 
report further survey findings. For the results of the 
1948 survey, see the Federal Reserve Bulletin, June, 
July, August, September, and November, 1948. 
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special interest. The transition from a sellers’ 
market to a buyers’ market may have taken 
place because production caught up with de- 
mand without a decline in the consumers’ 
rate of purchases. O° may have taken place 
because consumers’ urgent needs have been 
satisfied, thus leading to a decline in their 
rate of purchases. Which of these conditions 
is closer to the truth is uncertain. Uncertainty 
also prevails about the probable effects of 
price declines. Will lower prices of consumer 
goods stimulate buying, or will they induce 
people to abstain from buying in anticipation 
of further price reductions? The Surveys of 
Consumer Finances do not present conclusive 
answers to these questions but they provide 
some tools for their analysis. 


Interviewing a Representative Cross-Section 

How is it possible to determine the finan- 
cial position and the attitudes and plans of 
the American consumers? Of course, they 
cannot all be asked about how much they 
make and what they expect to do with their 
incomes. But modern sampling methods make 
it possible to select a relatively small cross- 
section of families which will be representa- 
tive of all families within the limits of certain 
pre-established margins of error. The proba- 
bility sampling methods used by the Survey 
Research Center assure that every family in 
the country has a known chance to fall in 
the sample. The specific addresses at which 
interviews are to be taken are scattered from 
the East Coast to the West Coast. They are 
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determined in advance, and the interviewer 
has no latitude whatever in selecting a re- 
spondent. 

The second major feature of the surveys 
relates to interviewing techniques. Obviously, 
an interviewer cannot just ring a doorbell and 
ask the person who opens the door about the 
size of his bank deposits. Nor can one obtain 
an adequate picture of consumer attitudes 
merely by asking respondents to make check- 
marks against one of a set of alternatives— 
for instance, to mark whether in their opinion 
prices will increase, remain the same, or de- 
cline. The Survey Research Center employs 
interviewing methods that are apt to make 
the interview an interesting experience for 
respondents and establish a friendly feeling 
between them and the interviewers. Questions 
on the opinions held, reasons for these opin- 
ions, and financial facts are asked in such a 
way that they will be answered in the respon- 
dents’ own words. 


Ability to Buy Mairtained 

The aggregate income of all American con- 
sumers has increased each year since the end 
of the war. In each of these years, some fam- 
ilies suffered a decline in income, while the 
income of others remained stable. But about 
one-half of all American families had an 
increase in income in 1947 and also in 1948. 
At the same time, the proportion of families 
in low income brackets decreased and the 
proportion with high incomes increased. In 
1948 the greatest increase occurred in the 
upper-middle income groups (see Chart). 

These data refer to money income before 
taxes. In times of price increases, a rise in 
money income may not be sufficient to im- 
prove the financial position of a family or 
even to keep it stable. Many families there- 
fore felt they were in a worse financial situa- 
tion at the beginning of this year than a year 
earlier. About one-third of all the spending 
units thought that they were better off at the 
beginning of 1949 than a year earlier, one- 
third that they were in the same situation, 
and one-third that they were worse off. This 
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distribution of attitudes was somewhat more 
favorable than that observed in the preceding 
years, primarily because people were well 
aware that the declining trend in food prices 
toward the end of 1948 had increased the 
purchasing power of their incomes. 

The asset position of the American con- 
sumers was similar at the beginning of 1949 
to that which prevailed a year earlier. To be 
sure, about two out of every five spending 
units had no bank deposits or savings bonds 
at all, or only nominal amounts. But the 
majority of families, among them many with 
low and middle incomes, had the reassurance 
of owning some liquid funds that would help 
them through rainy days or emergencies. 

DISTRIBUTION OF INCOME 


Per cent of spending units in each income group 
1946 1947 1948 


10% 


LEGEN 

ANNUAL MONEY INCOME BEFORE TAXES 
OVER -5000 


2000 - 5000 


NOTE: Spending units are defined as those family 
members, living in the same dwelling, who pool their 
income for their major expenses. Most families consist 
of one spending unit only. 
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In 1948, as in 1947, some families exhaust- 
ed or reduced their liquid assets for the pur- 
pose of buying durable goods, or to meet 
current living expenses and emergencies. 
Other families, however, added to their liquid 
funds. If all forms of saving, use of past sav- 
ings, and borrowing are considered, it is found 
that in 1948 about three out of every ten 
consumer units spent more than they earned, 
about six out of every ten units saved some 
part of their income, and one broke even. 


Consumers View 1949 with Tempered 
Optimism 

People’s decisions on how much to spend 
and to save is influenced, among other things, 
by the expectations they hold. Therefore, it 
is important to find out how American con- 
sumers view future developments. Early in 
1949 about twice as many expected income 
increases as expected decreases. In this re- 
spect again, there was practically no change 
from the previous year. Only about one out of 
every four thought that times would or might 
turn out to be bad in 1949, while the majority 
expected good times to prevail. To be sure, 
prosperous times were expected with much 
greater assurance at the beginning of 1947 
and 1948 than at the beginning of 1949. This 
year, many more people than before knew of 
threats to the country’s prosperity. Yet de- 
pression and widespread unemployment were 
anticipated by only a small minority of the 
consumers, 

People’s opinions about the prospective 
trend in prices were less divided at the begin- 
ning of 1949 than at any time since the end 
of the war. The majority expected prices to 
decline during 1949. With few exceptions, 
however, people thought that the price de- 
clines would be moderate. 

Sometimes it is assumed that production 
and unemployment must fall off when prices 
are moving downward. The majority of the 
American consumers thought differently at 
the beginning of this year. They expected 
good times and lower prices. They also antici- 
pated unchanged or higher incomes at a time 
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when they expected to have to pay less for 
the things they buy. 


Willingness to Buy Maintained 

In 1948 ultimate consumers spent larger 
amounts on purchasing houses, automobiles, 
and other durable goods than in any previous 
year. Did these expenditures satisfy their 
needs? Early in 1949 heads of households 
were asked whether they expected to pur- 
chase a house, an automobile, furniture, a re- 
frigerator, and various other household ap- 
pliances, and how much they planned to 
spend on these goods. The answers obtained 
were, on the whole, of the same order of mag- 
nitude as those received at the beginning of 
1948. 

There were some differences, however, with 
respect to different goods. The comparison 
between the last two years was most favor- 
able when people were asked about their an- 


ticipated purchases of automobiles and tele- 


vision sets. Somewhat more people said that 
they expected to buy either a new or a used 
car in 1949 than had expressed similar expec- 
tations a year earlier for the year 1948. Ac- 
tual 1948 purchases of television sets were 
much more numerous than purchases planned 
at the beginning of that year, and purchases 
planned at the beginning of 1949 exceeded 
considerably the actual purchases in 1948. 

Demand for housing held about even. The 
number of families expecting to buy or build a 
one-family house for own occupancy was about 
the same at the beginning of 1949 as at the 
beginning of 1948. There was, however, some 
evidence of a shift in housing demand from 
high-income people to middle and even low- 
income people. Therefore, the sale of expen- 
sive houses may be more difficult in 1949 than 
it was in 1948. Refrigerators, radio sets, 
washing machines, and furniture were the 
durable goods for which the survey found 
some indications of a softening of demand. In 
most cases, however, the decline in the num- 


ber of those who expected to buy these ar- — 


ticles was exceedingly small. 
(Continued on Page 14) 
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ELECTRIC POWER CONSUMPTION 
( INDUSTRIAL ) 
; IN TEN MICHIGAN CITIES 
1949 


1945 1946 1947 1948 


POWER CONSUMPTION REMAINS HIGH—Industrial power consumption was not maintained 
at the high level of March. The decline may be no more than resumption of seasonal influences. 


(This series is not adjusted for seasonal variation.) 


2000 


000 
MICHIGAN EMPL¢: “ENT 
(NON —AGRICUL* 
1 
1945 1946 1947 1946 1949 


EMPLOYMENT HIGH, BUT DECLINING—May was 9 per cent below the postwar high. Even 


though half the decline is accounted for by temporary labor disputes, it appears that job 
opportunities are not matching the growing labor force. (This series not adjusted for seasonal 


variation. ) 
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MILLIONS OF DOLLARS 


MICHIGAN BANK DEBITS 


12 CITIES — LOWER PENINSULA 
( ADJUSTED FOR SEASONAL VARIATION ) 


1945 1946 1947 1948 1949 


BANK DEBITS—THE MOST INCLUSIVE MEASURE OF BUSINESS ACTIVITY—Volume of 
checks written against bank deposits, although still above a year ago, declined slightly in May. 


MILLIONS OF DOLLARS 


MICHIGAN BANK DEBITS 


12 CITIES — UPPER PENINSULA: 
( ADJUSTED FOR SEASONAL VARIATION ) 
L L 


1945 1946 1947 1948 1949 


BANK DEBITS IN THE UPPER PENINSULA—May debits were at the lowest level since No- 
vember 1947. Lacking the support of high automobile production, a strong influence in the 
Lower Peninsula, the trend of these bank debits gives more evidence of the presence of re- 
cessionary influences in general business than shown by the Lower Peninsula figures. 
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SUSTAINED CONSUMER 
PURCHASES INDICATED 
(Continued from Page 11) 

_ From the point of view of nationwide em- 
ployment, and especially from the point of 
view of business trends in Michigan, auto- 
mobile demand is of paramount importance. 
The survey findings in this respect are rather 
reassuring. First, the number of present own- 
ers of over-age cars is still unusually large. 
Second, in cases where cars were still in fair 
condition, the number of families expecting 
to exchange their cars for new ones shows no 
decline against the previous years. Third, 
would-be purchasers of cars appeared to be 
well aware of current automobile prices so 
that their buying intentions were rather 
realistic. Finally, it must be taken into ac- 
count that automobile capacity expanded to 
a lesser extent than that of other durable- 
goods industries during the last few years. 


The Other Side of the Picture 

In order to understand consumers’ buying 
intentions fully, they must be studied within 
the framework of the total situation as per- 
ceived by consumers at the beginning of 1949. 
As has been stated, at that time consumers 
as a whole were optimistic about their own 
income prospects. Also, they were optimistic 
about general economic trends in the country, 
ana expected some decline in prices. How do 
these attitudes relate to the buying intentions 
expressed by the consumers? It was found 
that many more of the group which was opti- 
mistic said that they would be in the market 
for automobiles and other durable goods than 
did the group which was not optimist:-. Fur- 
thermore, many more of those who expected 
prices to decline were expecting to be in the 
market than of those who expected prices to 
stay stable or to increase. 

It is not easy to say what the significance 
of these attitudes will be. Regarding the rela- 
tion of price expectations to buying inten- 
tions, it is possible, for instance, that some 
consumers’ desires for cars are independent of 
their opinion that a downward trend in prices 
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prevails at the present time. But some other 
consumers may have thought that they would 
be in a better position to buy durable goods 
after prices had declined. Such attitudes may 
lead to a postponement of purchases, await- 
ing a drop in prices—but they also make it 
probable that demand would pick up should 
prices decline. 

Furthermore, the question arises as to how 
consumers will react if their expectations do 
not materialize. It is not possible to tell, at 
present, whether consumers who expected to 
buy durable goods and expected good times 
to come would carry out their buying inten- 
tions if business conditions become less favor- 
able during the second half of the year. Re- 
search studies are now in progress to attempt 
to answer that question. 

Whatever is the case, the major survey 
findings must be kept in mind. Underlying 
consumer demand was found to be substantial 
and the financial position of consumers 
strong. Curtailment of output of consumer 
goods may then be justified because capacity 
has been expanded too rapidly, or costs are 
out of tune with sales prices, but hardly be- 
cause of doubts in the ability and willingness 
of ultimate consumers to purchase realist- 
icaliy-priced goods. 


WHERE TO FIND INFORMATION 


A businessman often wants information. 
He may want statistical data, current facts, 
a good book on some business subject, or any 
of many other sources of data. A new book 
which will be extremely helpful to the busi- 
nessman is Edwin T. Coman’s “Sources of 
Business Information,” recently published by 
Prentice-Hall, Inc., 70 Fifth Avenue, New 
York; price $4.50. 

Mr. Coman is Director of the Graduate 
School of Business Library at Stanford Uni- 
versity. His professional skill and specialized 
knowledge of business have enabled him to 
write a book which is a mine—a big mine— 
of information. 
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| Basic training, research, and service are 


the chief activities of — 


The Michigan School of 
Business Administration 


WENTY-FIVE years ago the Regents 

established the School of Business Ad- 
ministration as a separate administrative unit 
of the University. Prior to that time, some 
courses in accounting and other business sub- 
jects had been offered in the Department of 
Economics. Having started as an offshoot 
from economics, the School has now become 
one of the largest professional schools on the 
campus. 

The School has just moved into a new 
building, and for the first time is housed in a 
physical plant designed specifically for its 
distinctive needs. This move marks the end 
of the developmental period in business edu- 
cation on this campus. During the past quar- 
ter of a century the program of instruction, 
research, and service to the business com- 
munity has been developed and tested. It has 
for the most part reached a stage of maturity. 


Development of Business Education 


Most of the collegiate schools of business 
in this country were established in the years 
immediately following the close of World War 
I, although there are a few which date back 
some fifty years. These schools were estab- 
lished in response to urgent requests from 
business. The need for educational programs 
in business was widely recognized, but the 
nature of the work offered was in a rather 
nebulous state in those early years. 

It required a period of experimentation on 
the part of the schools to feel their way into 
this new and uncharted field. This School as 
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it exists today, therefore, is the product of the 
joint efforts of leaders in the business world 
and the professional educators. As the needs 
of business have become more clearly defined, 
the facilities of the School to meet those needs 
have become more nearly perfected. 

Business is a highly dynamic institution, 
and its needs in the way of personnel and in- 
formation must be constantly subject to re- 
view. The program of the School in the future 
as in the past must be considered as a joint 
responsibility in which businessmen must 
take an active part. It may be helpful in out- 
lining the respective responsibilities of busi- 


ness and the faculty to review briefly the — 


present activities of the School. There are 
three broad divisions representing fairly dis- 
tinct objectives; namely, instruction, research, 
and service. 

Instruction 

The first announcement of the School in- 
cludes this statement: “The purpose of the 
School of Business Administration is to pro- 
vide basic training for those who plan to 
enter the business world in positions of re- 
sponsibility.” That statement has appeared 
in each subsequent announcement and con- 
tinues to be the major objective of the entire 
program. The expressions “basic training” 
and “positions of responsibility” are both sig- 
nificant in this statement of purpose. 

By “basic training” we mean the funda- 
mental principles and knowledge as distin- 
guished from the techniques of specific jobs 
or occupations. The details of any operation 
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can be learned more effectively on the job 
than in the classroom. We have attempted to 
develop an internship program to supply that 
part of a student’s training. A well rounded 
training program includes both basic subject 
matter courses and the development of specific 
skills. The former is a function of the School 
of Business Administration; the latter is the 
responsibility of business. 

The reference to “positions of responsibil- 
ity” indicates the ultimate objective of those 
who pursue a collegiate course in business ad- 
ministration. It is assumed that those who 
complete a professional program in business 
administration will, in the course of ten to 
fifteen years, be the ones who will be directing 
the activities of business in administrative 
positions. Their university training, however, 
is not intended to be so complete as to fit 
them for such important posts immediately 
on graduation any more than the law grad- 
uate should be expected to be appointed a 
judge or the general counsel of a big company 
as soon as he is admitted to the bar. His basic 
training, however, should make his progress 
toward that goal much more rapid. 


The Basic Training 

Many of the positions for which this basic 
training is provided are in the administrative 
divisions of corporate enterprise in the fields 
of accounting, finance, marketing, production, 
industrial relations, insurance, and statistics. 
Others will plan to go into business on their 
own account in single-proprietor or partner- 
ship enterprises, or enter governmental ser- 
vice. All of them, whether they cast their lots 
with large corporations, or go into business 
for themsel-'es, or take positions in one of the 
agencies of the government, require essential- 
ly the same basic training. 

In order to meet the needs of those going 
into these varied pursuits, the curriculum of 
the School has been arranged to provide in- 
struction on these subjects: 

(1) the basic and universal aspects of 

business 

(2) the analysis of business problems 
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(3) specialized and technical subjects in 

certain branches of business 

(4) the position of businessmen in the 

social order and their relationship to 
the general welfare. 

The curriculum of the School has been ar- 
ranged to provide the student first of all with 
a knowledge of the basic and universal aspects 
of business. Next he is introduced to the 
methods of analysis as applied to business 
problems. With this as a background he is 
encouraged to select some one of the branches 
of business as a field of specialization. In 
other words, the program provides a broad 
general understanding of the business struc- 
ture as a whole, supplemented with a more 
intensive training in one of the specialized 
fields of administration. 


Trained Men in Demand 


The experience of the School in placing its 
graduates in recent years indicates that there 
is a great demand for men with this type of 
training in business. Both the large and small 
concerns are constantly in search of young 
men with potential executive ability, with a 
broad background of knowledge, an ability to 
analyze new problems as they arise, and at 
the same time with a sufficient knowledge of 
some one field to make them immediately 
productive. A wel] balanced program of gen- 
eral and specialized courses makes it possible 
to meet the specifications of business. 

The increased enrollment in the School dur- 
ing the past few years has made it possible 
to provide some specialized courses that were 
not previously available. In the prewar years 
there were 233 students enrolled whereas to- 
day there are over 1,300 of whom 350 are at 
the graduate level. 

It has been necessary to increase the faculty 
personnel to provide the necessary instruction 
for these students. The additional staff mem- 
bers have been selected to supplement the 
fields in which the School has long held a 
pre-eminent position, such as accounting, fi- 
nance, marketing, industrial relations, and 
statistics. Some of the newer fields include 
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insurance, investment banking, real estate, and 
the problems of small business. In all, there 
are now fifteen subject-matter fields for spe- 
cialization taught by men of experience in 
each of the areas. 


Research 

The quality of instruction depends upon the 
continued development of new information. 
Business is a dynamic institution. There are 
forces constantly at work both within the 
individual business and from outside sources 
that make for change. Even the known facts 
of today become obsolete information within 
a very short period. Furthermore, there are 
many aspects of the current business situation 
which cannot be understood or satisfactorily 
explained until more information is dug out 
and analyzed. This requires an intensive and 
continuing research program. 

Every member of the staff is either conduct- 
ing research projects within his own field of 
specialization or is making use of the products 
of research by others. This is the only way 
in which he can keep his own teaching abreast 
of the current scene. In order to facilitate the 
several research programs in the School two 
research agencies have been established. 

The Bureau of Business Research provides 
a means for the conduct of research on a vari- 
ety of types of business problems. Some of 
these are proposed by business concerns and 
are subsidized by them. Others are under- 
taken by individual members of the staff and 
may be concerned with some phase of busi- 


ness practice or, with the impact of outside © 


forces on business. The results of these pro- 
jects are usually published in such form as to 
be useful to business as well as for instruc- 
tional purposes in the classroom. 

-The Bureau of Industrial Relations, estab- 
lished in 1935, has served both as a center 
for the interchange of information on em- 
ployer-employee relations and as a research 
center for problems in that general field. This 
Bureau has conducted a number of major re- 
search studies of national interest and has 
published the results in book form. One pro- 
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ject of general interest is now under way 
which involves an analysis of employee-benefit 
plans in med.um-size American corporations. 
Another one which should be completed in 
the early fall is concerned with the personnel 
policies of the smaller business units. The 
Bureau maintains a specialized library in the 
field of employer-employee relations which is 
available to businessmen as well as students 
for the study of special problems in which 
they are interested. _ 


Services to the Business Community 


The School of Business Administration 
recognizes a responsibility to the business 
community as well as to the students enrolled 
in its regular courses. In a very real sense 
education is a continuing process, particularly 
in such a dynamic field as business. The fac- 
ulty of the School is in a strategie position to 
keep informed on new developments that are 
of concern to businessmen. There are several 
ways in which the School is prepared to serve 
business. 

The publication of the results of research 
projects has already been mentioned. The re- 
search facilities of the School are also avail- 


able under certain conditions to undertake 


studies proposed by businessmen. 

Another effective means of communication 
is the conference on a specific subject. During 
the past year a number of conferences have 
been held in Ann Arbor and in several cities 
in different parts of the state. A series of 
eight conferences with business executives on 
subjects selected by them was held in Kala- 
mazoo, Muskegon, and Port Huron. These 
were conducted by different members of the 
teaching staff and covered such subjects as: 
The Business Outlook; Financing Small In- 
dustrial Concerns; The Accountant and the 
Small Marufacturer; Personnel Relations; 
Industrial Marketing; Organizational Grow- 
ing Pains; Materials Control; Wage Policies; 
Building a Proper Line of Goods; Profit 
Planning. 

Another series of conferences on industrial 
relations was conducted in Detroit, Grand 
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A NEW BOOKLET ON NEW PRODUCTS 


“Developing and Selling New Products,” 
just issued by the U. S. Department of Com- 
merce, describes methods based on first-hand 
information supplied by 100 business firms 
which have successfully developed and sold 
new. products. 

This 75-page booklet is now available, by 
mail or personal visit, from the U. S. Depart- 
ment of Commerce, 1038 Federal Building, 
Detroit 26, for 25 cents (Stamps not accept- 
able). 


Rapids, Battle Creek, Kalamazoo, and Sag- 
inaw. These were addressed by specialists on 
several different topics. A number of confer- 
ences have been held in Ann Arbor of special 
interest to bankers, real estate brokers, ac- 
countants, and retailers. 


Extension Courses 

A more formal type of program is the ex- 
tension course. Both credit and noncredit 
courses in any of the subjects for which in- 
structors are available are offered throughout 
the state. This last year noncredit courses in 
the financing of real estate were conducted in 
eighteen cities with a total enrollment of 
1,400—all engaged in the real estate business. 
Similar courses may be offered in other fields 
as the demand for them arises. 

Perhaps the most productive means of com- 
munication between the business community 
and the School is the advanced seminar. Up to 
now the graduate seminars have all been con- 
ducted in Ann Arbor. That is the most con- 
venient location because of the library facil- 
ities of the School. The new building includes 
what is recognized as the outstanding busi- 
ness library in the Midwest. It is open to 
businessmen for their personal use. It should 
be of particular use for groups who wish to 
pursue some subjects more deeply than can 
be covered e?ther in extension courses or con- 
ferences. Organized seminars can be sched- 


uled for advanced study in such subjects as 
finance, marketing, accounting, statistics, and 
other fieids. 

The publication in which this article ap- 
pears is one of the newest activities of the 
School. I hope that businessmen will find it 
interesting and informative. 


Services of Businessmen to the School 


Business itself must assume part of the re- 
sponsibility for the educational program. The 
most capable faculty cannot continue to pro- 
duce the end product desired without the close 
cooperation of businessmen. This involves 
more than encouragement and advice, valu- 
able though they are. It calls for some active 
participation in the educational process. There 
are several ways in which they can and do 
participate effectively. 

We have found that a most effective means 
of enriching the course offerings is to have 
frequent course lectures or discussions con- 
ducted in regular class hours by a business- 
man who is particularly versed in the subject 
under consideration. A man who is on the 
firing line is able to present some subject 
matter that the student can get in no other 
way. 

Business can also contribute to the teach- 
ing process by providing case material for 
class discussion. The case method of instruc- 
tion in business has proved to be most effec- 
tive in developing analytical ability. Cases 
must be real and up to date, however, because 
an old case very soon becomes obsolete. We 
need a supply of current case materials from 
both large and small business concerns. 

This suggestion of further cooperation in 
the educational program is prompted by a 
realization that the management of enterprise 
in this country is becoming more of a pro- 
fession. Those who will be called upon to ad- 
minister business affairs in the future will need 
fully as much training as those in law or 
medicine, and those who are already engaged 
in business will need to assume responsibilities 
comparable to those engaged in the older pro- 
fessions. 
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An analysis of the usefulness of the various advertising 
media available to the small manufacturer. 


Consumer Advertising 
for the Small Manufacturer 


DVERTISING has always been a pecul- 

iarly difficult problem for a manufacturer 
with only local or regional distribution, or one 
with a thin or spotty national distribution. It 
is the purpose of this article to analyze various 
advertising methods in the light of the small 
advertiser’s special problem. 


Magazine Advertising 

Magazines have certain conspicuous adver- 
tising advantages. They have a longer reading 
life than most media, and as a result an ad- 
vertisement has a fairly good prospect of 
being seen. A magazine is likely to be read by 
more than one individual and, since rates are 
based on circulation rather than readership, 
this fact appears to give the advertiser a 
bonus. The circulation of magazines tends to 
be concentrated in upper income groups which 
constitute the best market for most products— 
especially semi-luxury and luxury goods. And, 
finally, the paper stock and printing tech- 
niques permit a fine type of illustration and 
display. 

In general, however, the mass circulation 
magazines are not a good medium for small 
advertisers. In addition to the large amount of 
waste circulation, high page rates virtually 
force the small advertiser to use small-size 
advertisements. While small advertisements 
are gpod for some purposes, they have certain 
inherbnt limitations. They cannot be adapted 
succe}sfully to products which depend upon 
the illustration for consumer appeal; they do 
not erfble their sponsor to match or approach 
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his big competitors in dominance; and they 
are not likely to impress the dealer with the 
advertising support being given him. 

There are a few local and regional maga- 
zines which offer an opportunity for certain 
small advertisers. A small manufacturer is 
fortunate if his product makes an appeal to 
groups with a special interest such as fisher- 
men, golfers, or amateur photographers be- 
cause then he can successfully use specialized 
magazines that reach people with a probable 
interest in his product. Under these con- 
ditions such publications provide all of the 
technical advantages of the magazine vehicle 
without the waste circulation and high rates 
of mass magazines. 


Newspaper Advertising 

The newspaper is frequently employed as 
an advertising medium by small advertisers 
because its coverage can be made to approxi- 
mate closely the market coverage of the ad- 
vertiser. This is, perhaps, the outstanding ad- 
vantage of the newspaper for a small manu- 
facturer. The newspaper is good also because 
it serves to impress the dealers with the fact 
that promotional support is being given to 
them. 

One may argue that magazines and radio 
are equally local in their advertising effect, 
but the fact remains that the dealer thinks 
of the newspaper as the local supporting 
medium. This may be because dealers use 
newspapers for their own advertising, and 
thus are familiar with the results they pro- 
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duce. Whatever the reason, this dealer atti- 
tude is particularly important to a small 
manufacturer because his brands can sell well 
against the competition of well-known brands 
only if the dealer gives them active local 


support. 


Vertical Cooperative Advertising 

An advertising strategy that small mant:- 
facturers can employ effectively through news- 
papers is the practice known as vertical co- 
operative advertising. This consists of an ar- 
rangement under which the local dealer runs 
an advertisement over his own name featur- 
ing the manufacturer’s product and brand. 
Upon proof of insertion the advertiser re- 
imburses the dealer for an agreed percentage 
of the cost of the advertisement—commonly 
50 per cent. Many large manufacturers follow 
this practice as a means of insuring trade loy- 
alty and aggressiveness. 

The small advertiser gets an additional ad- 
vantage from such a cooperative arrangement 
because his brand is given an additional rec- 
ommendation by the dealer’s local reputation. 
Such a recommendation means more to the 
small advertiser than it does to a large adver- 
tiser. Also, one ought not to overlook the fact 
that a dealer is more likely to coordinate his 
selling program with the advertising if he has 
planned the advertisement and contributed 
toward its cost. In considering a program of 
vertical cooperative advertising, a sponsor 
must keep in mind that the Robinson-Patman 
Act requires that he make a proportionally 
equal offer to all competing dealers. 

_ Another advantage of some consequence 
from cooperative advertising is that dealers 
are able to obtain local contract rates from 
newspapers, whereas the manufacturer would 
have to pay a flat national rate. On the aver- 
age, the local rates are some 40 per cent 
lower than the national rates and in individual 
cases they may be even lower. 

Some large advertisers use cooperative ad- 
vertising to gain the advantage of such lower 
rates, but they frequently find that the cost 
of policing the program and their inability to 
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coordinate such advertising with their broader 
program offsets its advantages. Since these 
problems are less acute for a small advertiser, 
a cooperative program has much to recom- 
mend it. 

While the newspaper may be one of the best 
advertising vehicles for a small manufacturer, 
it is not ideal. The life of a newspaper is short, 
and the amount of time devoted to it is quite 
small. Furthermore, when people are reading 
the newspaper their thought is concentrated 
on items of news interest. This fact has a dis- 
tinct bearing on the kind of advertising mes- 
sage which is most likely to be successful in 
newspapers. 

If the message has to do with a new pro- 
duct, where to buy a known product, or the 
price at which a product sells, it is more likely 
to attract the attention of the reader than if 
it is merely a reiteration of general selling 
arguments. Thus, it is somewhat difficult to 
do the continuing type of supporting work so 
necessary to keep a product in people’s minds. 
Finally, because of the type of paper stock 
and the high speed of the printing process, 
the quality of illustrations is inferior to maga- 
zines and other printed media. 


Radio Advertising 

Radio has made tremendous progress as an 
advertising medium during its short lifetime. 
In the food and drug products fields it is now 
the leading vehicle. For such products it ap- 
pears that the spoken word can provide suf- 
ficient stimulus to accomplish a sale. It should 
be observed, however, that these products are 
bought frequently, at a fairly low unit price, 
and without a great amount of advance plan- 
ning on the part of the consumer. Where the 
selling characteristics of products vary from 
those mentioned the radio may be good as a 
reinforcing medium but not equally good as 
a main reliance. 

One also knows on the basis of personal ex- 
perience that it is the normal human tendency 
to “mentally tune-out” a commercial an- 
nouncement. Consequently a_ significant 
amount of time and technique must be spent 
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in securigg the attention of indifferent listen- 
ers. Whe secured, the ho!d is precarious and 
the adveitiser cannot retain it if he engages 
in a techjical discussion of the product and 
its merit? An advertiser, large or small, 
should corfsider carefully whether his product 
has charaderistics which make it suitable for 
radio adveftising and should not be misled by 
success stofies in unrelated fields. 

Radio isjthe only major advertising medium 
in which the advertiser has had the responsi- 
bility for fboth the editorial and the com- 
mercial cortent of the message. This is chang- 
ing graduafly (to the advantage of the small 
advertiser)§ with the increased popularity of 
packaged, articipating, and cooperative pro- 
grams. A “fackaged” program is one which is 
built up by a station or network as a sustain- 
ing program and, after its success is estab- 
lished, sold for commercial sponsorship as a 
going unit. A “participating” program is 
planned and operated by a station which sells 
advertising time to two or more noncompet- 
ing advertisers. A “cooperative” broadcast is 
a program administered by a network in which 
station-break announcement time is sold to 
local advertisers. Both the participating and 
the cooperative types of programs offer possi- 
bilities for a small advertiser who has the 
type of product which can benefit from radio 
advertising. 

An advantage of radio to the small adver- 
tiser is that it can be spotted in selected mar- 
kets with a fair degree of precision. This, of 
course, involves selecting individual stations 
rather than networks. With AM radio broad- 


RETAILERS FEEL COST PRESSURE 


Slumps in department store sales have put 
such pressure on costs that many large 
stores are revamping operations. Chief econ- 
omy measures include reduction in the num- 
ber of buyers, elimination of buying offices, 
greater use of part-time help and curtail- 
ment of delivery services. To date, however, 
the pressure on costs has not caused any 
significant reduction in advertising budgets. 
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casting the radius of a selected station may 
extend beyond the desired market. In this 


_ respect it would be helpful for small adver- 


tisers if FM radio were to become more popu- 
lar, since the listening radius of FM stations 
is only forty to fifty miles. However, the ad- 


_ vent of television and, to some extent, the 
~ domination of FM stations by existing AM 


stations has retarded development so that FM 
is not highly significant as an advertising 
medium. 

Television Advertising 

Television overcomes almost all of the 
weaknesses of the radio as an advertising 
medium. In fact, it raises advertising to a 
new level of effectiveness by the combination 
of sight and sound. Perhaps the only serious 
technical limitation on television advertising 
will be the difficulty of retaining the interest 
of viewers during the commercial part of the 
program. During the entertainment part of a 
television program the viewers show intense 
interest but too frequently relax, talk, or per- 
form miscellaneous chores while the commer- 
cial is being shown. 

Because of the intriguing possibilities and 
glamour of TV, there is at present a tendency 
to consider it the ideal medium for all pro- 
ducts and all circumstances. At the present 
time there are many television success stories, 
but this may well be the consequence of the 
current intense interest in television itself. 

In the present state of development tele- 
vision does not appear to be a promising me- 
dium for small advertisers. Time and pro- 
gramming costs run too high for a small 
budget advertiser. While there are some ex- 
amples of outstanding success in the use of 
television by small advertisers in metropolitan 
markets, these must be regarded as specu- 
lative rather than investment ventures. Even- 
tually, when TV is extended to more and 
smaller markets, there may be a limited op- 
portunity for small advertisers to televise a 
program which does not require special stag- 
ing. Eventually, too, there may be participat- 
ing and cooperative broadcasts in television 
which can be used on a spot basis by small 


21 


3 
| 
f 
) 
| 
q 
y 
| 
4 
1 
A 


advertisers who have products suitable for 
effective television presentation. 


Direct Advertising 

No consideration of media would be com- 
plete without a mention of direct (or direct 
mail) advertising. Almost every campaign, 
small or large, should include some direct 
advertising. The minimum wouid seem to be 
the use of direct advertising to inform dealers 
about the consumer advertising being spon- 
sored by the manufacturer, for if dealers are 
not tied into the advertising campaign it can- 
not be fully effective. Only in recent years has 
this step of sales promotion been given the 
attention which it deserves. 

The objective of sales promotion (or com- 
pleted selling) is to tie together the sales and 
advertising programs of the manufacturer and 
his dealers. Many a consumer has experienced 
the dampening effect which results when a 
desire created by advertising is rebuffed by 
ignorance or indifference on the part of a 
retailer. Lost sales from this cause can often 
be attributed to lack of retail sales promotion; 
and direct advertising is one means of 
strengthening a program at this point. 

The uses of direct advertising are so many 
and varied that no attempt will be made to 
list them all. They are limited only by the 
imagination and ingenuity of the sponsor. 
Direct advertising is peculiarly appropriate 
for the small advertiser because it can be 
tailored to fit any need. 

A few considerations should be kept in 
mind, however, by anyone making use of this 
method. Perhaps the most important has to 
do with the prospect list. The campaign can 
be no better than the list. Lists can be secured 
from list brokers, trade associations, organiza- 
tions, city directories, etc., but their un- 
refined use in many cases will result in low 
effectiveness. On a “per prospect” basis the 
cost of direct advertising is high; therefore 
prospects must be picked with care. The basis 
of the best list is present customers. Those 
who are now buying are the persons most 
likely to buy in the future. To this list would 
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be added the customers who have bought in 
the past and finally the names of prospective 
buyers obtained from salesmen or dealers. 

The list can be expanded beyond this point, 
if desired, by buying prepared lists from com- 
mercial sources. When this is done the list 
should be tested on a sample basis by a mail- 
ing to a few names before the heavy cost of a 
complete circulation is incurred. 


Outdoor Posters and Other Advertising 
Methods 


Outdoor posters can be used effectively by 
many small advertisers. Such advertising can 
be spotted where needed; it permits a wide 
range of color and illustration, and enables a 
small advertiser to be as dominant in a given 
market as his big competitor. In connection 
with poster advertising it is important to re- 
member that the message must be put across 
in a moment of time. If a poster is cluttered 
up with excessive copy it fails completely. The 
message must be flashed to the prospect with- 
out effort on his part. Unless the message can 
be compressed in this manner it may be wise 
for an advertiser to confine his efforts to 
other media. 

Transportation advertising is exposed to 
the view of the prospect for a much longer 
time than is poster advertising and, conse- 
quently, the message ome be longer without 
loss of effectiveness. Man'y small advertisers 
have found transportation advertising to be 
highly effective. 

Advertising through trade exhibits, point- 
of-sale displays, and motion pictures should 
be considered by an advertiser contemplating 
a campaign. Other methods of a more or less 
novelty nature include FM radio in public 
transportation vehicles, book-matches, shirt 
stuffers, and recording devices at the point of 


sale. All of these, and many more, should be’ 


carefully considered by a small advertiser 
since their novelty may secure in effectiveness 
what the sponsor’s budget cannot achieve in 
volume. In advertising the principle of differ- 
ence or distinctiveness is often the touchstone 
of success. 
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BUSINESS BRIEFS 


ON THE PRICE FRONT 


Broadside price cuts are offered in Sears, 
Roebuck and Company’s mid-summer sale 
catalogue, which is the biggest summer sales 
special Sears has ever issued. The 300 pages 
offer substantial cuts in furniture (average of 
15 per cent off), lighting fixtures (as high as 
30 per cent), garden equipment (up to 15 per 
cent), sheets and pillow cases (about 16 per 
cent), paint (9 per cent) and shoes (some as 
high as 20 per cent). 

Nonferrous metals (copper, lead, zinc) 
show continuing price weakness ‘although 
aluminum continues steady. 


Prices are coming down on many consumer ~ 


durable items but as yet it seems doubtful 
that business generally is offering price con- 
cessions of sufficient depth to really stimulate 
new buying. The general merchandising tech- 
nique seems to be one of bringing out new 
models at lower price lines. The trend is 
toward utility models—stripped of postwar 
“frills’—but with basic quality maintained. 

The Wall Street Journal reports a return of 
the prewar purchase by consumer “at whole- 
sale.” Upstairs discount houses, discount 
cards, buying clubs, and shopping services 
are among the various techniques serving to 
revive the old appeal: “Why pay retail when 
a friend or the friend of a friend will get it 
for you wholesale?” 


* * * 


FAILURES CLIMB 


The upward trend in commercial failures 
continued in April with 878 failures reported 
by Dun and Bradstreet. This is 117 per cent 
higher than the rate for April of last year but 
is only slightly above the figure for this 
March. However, this April mortality is the 
highest since March 1942. 
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DOOR-TO-DOOR SELLING HOLDS UP 

A Wall Street Journal survey of leading 
door-to-door firms shows most of these firms 
to be enjoying the unique position of main- 
taining sales (and earnings) while national 
retail sales generally are sagging. 


* * 


“FAIR TRADE’ THREATENED? 


Supporters of “Fair Trade” may well have 
reason for concern in view of recent develop- 
ments in the field of legal resale price main- 
tenance. Recently, the New York Appellate 
Division handed down a decision declaring 
mandatory price fixing, as written into the 
New York Alcoholic Beverage Control Law, 
to be invalid. 

While this decision did not disturb the 
state’s Fair Trade Law, (since this law per- 
mits voluntary action by the owner of the 
brand), other decisions seem to be weakening 
the fair trade structure itself. In Florida, the 
Supreme Court threw out that state’s resale- 
price maintenance law (Continental Distilling 
Corporation versus Webb’s City, Inc.). The 
Court, in ruling that Continental could not 
force Webb to observe minimum resale prices, 
said, among other things, that the Fair Trade 
Law was against the public interest and 
tended to stifle competition. 

Another blow to fair trade was recorded in 
Mississippi when a lower court refused an 
injunction against a retailer who was selling 
Sheaffer pens below the fair trade price. Other 
attacks against the fair trade front are 
threatened; in California, a bill has been in- 
troduced which, if passed, would seriously 
weaken that state’s price-maintenance law; 
and in Congress, Rep. Donald O’Tole (Demo- 
crat, N. Y.) has introduced a bill to repeal 
the Miller-Tydings Act which permits fair 
trade contracts on goods in interstate trade. 
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LOWER COSTS OF RAISING CAPITAL 


Something of a new wrinkle has appeared 
recently in investment banking practices. A 
number of companies, particularly public util- 
ities, have sold common stock to their share- 
holders either at the going market price or at 
a price below the market under a new kind 
of arrangement with their investment bank- 
ers. Instead of hiring the bankers to under- 
write these issues, that is, to assume the re- 
sponsibility for buying all shares not taken 
up by stockholders, they have hired them 
simply to solicit subscriptions. 

This technique makes use of the investment 
bankers’ security distribution facilities with- 
out involving any risk on the bankers’ part. 
Where the companies themselves are in a 
position to take the risk of capital-raising, 
this method has proved to be a relatively 
cheap and effective method of securing new 


equity capital. 
* * 


TROUBLE IN WHEAT 


Signs continue to point to difficulties in 
handling the new crop which looks even big- 
ger than last year’s bumper crop. The outlook 
is simply that transportation and storage facil- 
ities are going to be completely overtaxed. 
Result may well be prices forced below sup- 
port levels. The grain carry-over is large; 
terminal facilities are now filled to over 40 
per cent of capacity—-as against slightly more 
than 20 per cent this time last year. CCC 
grain is starting to move to Gulf ports from 
farm and country elevator storage but a lot 
of old wheat will still be in storage and transit 
during the new crop shipping period. 

Further trouble is seen in the big winter 
and spring crop forecasted for this year. Diffi- 
culties may well be severe since last year’s 
crop was smaller than this year’s and there 
was more storage space—still last year’s wheat 
was selling as much as twenty-five cents below 
the loan value. When grain cannot be stored in 
qualified storage space, the market price falls 
below support levels and, in spite of the cur- 
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rent announcement by the Department of 
Agriculture that they would make temporary 
ninety-day price supporting loans for wheat 
piled on the ground, trouble may be antici- 
pated. Current price weakness on new crop 
futures indicates the conditions to be expected. 


* * 


PRODUCTION DROP 


The Federal Reserve Board’s index of in- 
dustrial production showed a decline for the 
sixth consecutive month. The latest figure, 
May, was 174 (1935-39==100) as against the 
April figure of 179. The index is adjusted for 
seasonal variations. ‘Present indications” 
point to a similar decline in June, the Board 
said. 


* * * 


DIVERSIFICATION MOVES TESTED 


Many companies that invaded new fields 
during the postwar period are now taking a 
critical “second-look” at their decisions. Dur- 
ing the immediate postwar period, successful 
expansion into new lines was determined in 
large part by the speed with which a company 
was able to move. Companies able to move 
fast typically showed attractive profits while 
firms which made slower moves didn’t fare so 
well as expected. 

Today such diversification programs are 
meeting their first real test. Problems inher- 
ent to expansion into new and unfamiliar 
fields are causing greater difficulties because 
the “cushion” of high level demand has dis- 
appeared. Lack of production and distribution 
alignment, as well as mistakes in servicing and 
pricing, are beginning to show up in the profit 
column. As a result, several companies have 
abandoned the new activities, while others 
have cut back production on the new lines 
drastically in order to put output at a profit- 
making level. If demand and prices continue 
to soften, similar moves may be expected in 
other quarters. 
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